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Since the outbreak of financial crisis, Mergers and acquisitions of state owned 
enterprise to private enterprise in some areas has caused a continuous discussion 
about the paradox of “The State Advances, The Private Sector Retreats”. Academics 
have different criteria to judge this phenomenon , this paper takes efficiency as the 
criteria according to the analysis on the basic mode of “The State Advances, The 
Private Sector Retreats” , and the reform of SOEs which has low efficiency. The 
criteria is that if the efficiency of SOEs is higher than the private enterprise, then the 
acquisitions of  SOEs to private enterprise are normal market behavior; but if the 
private enterprise works more efficiently than the SOEs, than the acquisitions is 
abnormal market behavior. Consequently, if the phenomenon of “The State Advances, 
The Private Sector Retreats” is collection of healthy competition in market, it gives no 
cause for criticism; if it is led by government and causes “bad money drives out good 
“ as result, it does harm to market efficiency. The paper then uses FEVD model to 
estimate the effect of state control on corporate performance ,for a sample of Chinese 
firms for the 2008-2010 periods. The result shows a significant and negative effect of 
state control on corporate performance , and the state-controlled firms outperforms 
private firms in transportation and storage industry only.  So the result doesn’t 
support that state-controlled firms could merge private firms based on high efficiency 
from the perspective of the whole industry.  Furthermore the paper says political 
advantage of state owned enterprise by government couldn’t cover up the efficiency 
defect. At last, this paper suggests the judgment of “The State Advances, The Private 
Sector Retreats” should be based on efficiency comparison among firms in each case. 
Also the paper makes policy recommendations on how to treat this phenomenon and 
deepen the reform of state-controlled firms.  
The innovation of this paper is combining the analysis of “The State Advances, 
The Private Sector Retreats” and the efficiency of state-controlled firms, providing a 
new perspective of evaluating “The State Advances, The Private Sector Retreats”. The 















hence the conclusion may not apply to the group of unlisted firms. So the paper needs 
the further consummation. 
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